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SAUDI ARABIA: KEY ECONOMIC INDICATORS 


All values in billions of current U.S. dollars unless otherwise indicated. 
Exchange Rate: 

1979 USS$1 = SR 3.36 FY FY h FY % 
1980 USS$1 = SR 3.32 1979/80 1980/81 Change 1981/82 Change 


INCOME AND PRODUCTION s 

Gross Domestic Product 110 : 25k 
Per Capita GDP 1/ 13564 - 17356 
Non-0il GDP 40.5 45.4 
Non-Oil GDP (at 69/70 Prices) 7.8 ; 8.8 
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Budgeted Expenditure 48.0 65.6 ‘ 88.7 
Actual Revenue 72.0 120.0 
Of which Oil Revenue 66.0 ; 102.0 
Actual Expenditure 56.5 23.9 ° 80 
Surplus 15.5 290 : 40 
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MONEY, PRICES 
Money Supply 
Income Velocity of Money (M3) 
Inflation (% increase in 

non-oil GDP deflator) 
Consumer Prices (1975=100) 148.2 
Total Government (SAMA) 

Foreign Assets 67.7 


~ 
Ww 
oO 


~ 
wn 


Current Account Balance 
Exports 

U.S. Share (%) 
Imports 

U.S. Share (%) 
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CRUDE OIL PRODUCTION : : 
Million barrels per day 9.5 9.7 : ; l 4 
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Total imports from the U.S. in 1980 est. $5.8 billion (FOB) 


Principal imports from the US: machinery and transport equipment, power generating 
equipment, aircraft and avionics, foodstuffs, heating and cooling equipment. 


1/ Uses IMF population data 

Saudi Fiscal Year: 1979/80 May 28, 1979 - May 14, 1980 
1980/81 May 15, 1980 - May 3, 1981 
1981/82 May 4, 1981 - April 20, 1982 


Sources: Saudi Arabian Monetary Agency, Ministry of Finance Central Department of 
Statistics, International Monetary Fund, Embassy estimates. 





SUMMARY 


Saudi Arabia's economy continues to grow in size and sophistication. High 
crude oil prices and a high production level have ensured government 
revenues far in excess of budgetary and development requirements. The 
current account surplus and the belief among financial am planning 
officials that inflatio can be kept under control has created an atmosphere 
of confidence reflected in a 14 percent increase, over the previous year, in 
FY 81/82 budget allocatims. To a large extent, spending will follow 
established patterns, but bold efforts to promote projects and development 
in outlying regioms are being emphasized. 


Despite intense competition, Saudi Arabia offers a rewarding market to 
suppliers of virtually every product or service. Saudi government programs 
to expand electricity amd communications networks, to improve health care, 
to provide water and water treatment facilities and to develop Saudi human 
resources offer tremendous market potential. Private sector spending for 
capital and consumer goods likewise offers growing opportunities for firms 
prepared to enter the challenging and competitive Saudi commercial milieu. 


OVERVIEW 


Over the past 6 moths, Saudi Arabia has continued to enjoy political 
Stability and economic growth in the face of economic weakness in the 
industrialized world and political tumult in the region. Despite rapid 
development, and resultant social dislocations, Saudi Arabia has been 
remarkably successful in preserving the traditions and systems that allow 
frustrations to be vented and ambitions to be realized without attacking the 
fabric of society itself. 


Internatically, Saudi Arabia has assumed a more prominent role in the 
Islamic Conference Organization, the Arab League, and the International 
Monetary Fund. Saudi participation, on the working level, in regional 
groups has been equally active amd authoritative. Adroit diplomacy and 
resourceful use of financial incentives are likely to ensure increased Saudi 
influence in international am regional fora. 


Export of petroleum and the Government's utilization of the revenues derived 
therefrom dominate the Saudi economy. After the May OPEC meeting, Saudi 
Petroleum Minister Yamani imlicated that Saudi Arabia's oil production level 
and price will remain stable into the second half of 1981. The Saudi FY 
81/82 budget announced in early May calls for government spending, the 
engine of economic expansion, to grow during the next fiscal year by 14 
percent. Project spending, and the imports of goods amd services it 
engenders, will also grow. Salary increases for the military and for civil 
servants, the growing disposable income of Saudis in general, and the growth 
of the non-oil private sector will combine with government spending to push 
imports for 1981 to over $40 billion. 
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While concern over inflation remains, Saudi success in reducing it to less 
than 10 percent through subsidies, careful monitoring of contract awards, 
and eliminatiom of infrastructure bottlenecks has created a confidence that 
will encourage new initiatives. One example is the awarding of the contract 
for the $600 millim Bahrain Causeway project to a consortium consisting of 
Ballast Nedham of the Netherlands and Mitsubishi. 


As the Saudi economy has matured, government economic policy and private 
sector activity has grown more sophisticated. Competition has slashed 
profit margins and forced agents to market products more actively. Real 
estate speculation has slowed amd interest in more complex investment 
mechanisms has increased. High interest rates abroad and a lack of 
investment opportunities at home have encouraged private investment outside 
Saudi Arabia. At the same time, these private investment outflows and 
remittances by foreign firms am imividuals working in the Kingdom have 
helped reduce inflatimary pressures that might otherwise have resulted from 
increased government spending. 


The Government's commitment to building a modern industrial state based upon 
downstream petrochemical processing has not caused it to overlook the basic 
welfare of its citizens. Spending to improve conditions for those living in 
rural areas am outlying villages has increased substantially over the past 
3 years. Social welfare programs providing medical care, social security, 
amd education have also been generously funded. Even more pervasive are 
subsidies, direct and hidden, which provide basic commodities, public 
services, such as electricity and transportation, and the tools and training 
to earn a living at costs even the poorest citizen can afford. 


OIL AND PETROCHEMICALS 


Saudi Petroleum Minister Ahmad Zaki Yamani has stressed Saudi Arabia's 
intent to work toward a unified price structure with the ultimate goal of 
forging a long-term pricing strategy. Agreement on a price strategy based 
on the concept of linking crude price hikes to inflation in either the 
industrialized countries of the West or in OPEC countries has proven elusive 
when oil markets have been tight. However, now that the market faces a 
surplus and Saudi Arabia's hand is the strongest, the basic concept appears 
to be undergoing revision. Thus, while progress can be made toward 
achieving a unified price, achieving a long-term price strategy will take 
longer. Mearwhile, Yamani has indicated Saudi Arabia will continue to 
produce 10 millim barrels per day (mb/d) as a means of maintaining its 
bargaining position; i.e., the slack market that offers the best prospects 
for attaining Saudi Arabia's goals. 


Domestically, Saudi efforts to translate the Kingdom's petroleum wealth into 
a productive amd profitable industrial base are moving forward. Contracts 
for several new petrochemical joint ventures which will utilize associated 
gases now reinjected or flared have been signed by the Saudi Arabian Basic 
Industries Corporatio (SABIC) and foreign firms. 





SABIC PETROCHEMICAL AGREEMENTS 


Joint Venture Partner Location Value Product 


Dow/Japanese Consortium Jubail $1.5 Billion Ethylene 

Pecten (Shell) USA Jubail 4.0 Pm Ethylene 

Shell International Jubail 2.0 Billion Refined Products 
Texaco-Socal (CALTEX) Jubail 1.0 Lube Oil 
Celanese-Texas Eastern Jubail -6 . Methanol 

Exxon Jubail 1.0 Polyethylene 
Mobil Yanbu 2.0 Polyethylene 


The projects will be financed by the participants (30 percent), commercial 
loans (10 percent), amd concessional loans from the Saudi Public Investment 
Fund (60 percent). "Incentive" crude sales, the right of the partners to 
purchase roughly 500 barrels of crude oil for each $1 million direct equity 
contribution, will begin in 1981-82. 


With the completiom of the crude oil and natural gas liquids pipelines from 
the oil fields of the Eastern Province to Yanbu, petrochemical development 
in the West is about to begin. At the same time, Saudi Arabia's dependence 
on the route through the Strait of Hormuz to transport its crude to market 
will lessen. This development has not gone unnoticed by Saudi Arabia's 
neighbors, also anxious to reduce their dependence on the Strait, and on 
tanker operators weighing the merits of smaller ships and the economies of 
the Suez Canal. Saudi Arabia has decided to loop the existing crude 
pipeline to increase its capacity. 


AGRICULTURE - 


Two factors provide the ratimale for increased Saudi government emphasis on 
agricultural development. First, a desire to improve the standard of living 
of Saudis farming land in the north, southwest, and scattered oases of the 
Kingdom. Early development planning envisaged a major portion of the urban 
construction and industrial labor force being drawn from the countryside, a 
trend that threatened to create population vacuums in strategic regions of 
the country without beginning to meet the labor requirements of urban 
areas. By seeking to improve agricultural productivity and incomes and to 
extend government services to rural areas and regional centers, the Saudi 
government hopes to discourage urban migration. Second, Saudi Arabia feels 
vulnerable to boycott by food exporting nations. While Saudi Arabia's 
initial response to this vulnerability was to promote agricultural 
development in fertile Arab countries such as Sudan, of late its efforts 
have focused on increased domestic production. 
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Heavy subsidies for seeds, fertilizer, farm machinery, and irrigation- 
-coupled with high guaranteed prices—have produced several small but 
noteworthy successes. Wheat production doubled in 1980, spurred by a 
government guaranteed price of $1,050 per ton,versus approximately $150 per 
ton in the United States. Fruit and vegetable production has reached a 
point where transportation amd distribution bottlenecks are all that stand 
in the way of seasonal self-sufficiency. 


PUBLIC FINANCE 


In May Saudi Arabia announced its budget for FY 81/82 (May 5, 1981 to April 
20, 1982). Spending is expected to reach SR 289 billion (US$88.7 billion) 
against expected revenues of SR340 billiom (US$101.2 billion), an increase 
of 14 percent over the previous year. Increases for each sectoral 
allocation suggest no major shift in Saudi government spending, but rather 
confirm patterns established over the past 2-3 years. Infrastructure 
projects identified, and in some cases begun, earlier will go ahead. Jubail 
and Yanbu continue to receive considerable attention through infrastructure 
allocatioms amd internal government loans. Spending for municipal services 
will grow 34 percent as water distribution systems, waste-water treatment 
plants, and waste collectim schemes in regional centers begin to receive 
the same attention shown earlier in Jidda, Riyadh, and Dhahran. Military 
and civil service salaries will increase substantially due to new wage 
scales approved as part of a 66-percent increase in the _ public 
administratiom appropriatiom. In allocating SR9.1 billion (US$2.7 billion) 
for local subsidies, the Government has affirmed its commitment to this 
means of sheltering consumers from inflation. The budget's conservative 
estimate of FY 81/82 revenues insures a comfortable surplus likely to 
contribute US$40 billim to Saudi reserves, currently estimated at US$110 
billion. With oil price am productim level subject to change, this 
estimate could be affected by developments during the year. The largest 
portion of the surplus will be placed in dollar-denominated bank deposits 
and Treasury notes. However, the Saudi Arabian Monetary Agency will 
continue to diversify its holdings to include larger proportions of yen, 
German marks, Swiss francs, sterling, and French francs. 


THIRD PLAN 


Saudi Arabia's third Five-Year Development Plan (1980-85) has as its goal 
the development of the "productive" sectors of the Saudi economy—industry, 
agriculture and human resources. To accomplish this goal, the plan 
envisages spending US$236 billion, although Saudi government budgets for 
the first 2 years of the plan suggest that figure will be exceeded. In the 
first two budgets of the plan period, spending has focused on completing the 
infrastructure projects of the second plan, continued development of Jubail 
and Yanbu amd expansion of government services in regional centers and rural 
areas. Roads, both paved and unpaved, will be built ard = improved. 
Electricity grids will be consolidated and coverage expanded to brighten the 
lives of those living in even the more remote villages. Telecommunications 
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links between outlying areas, through telephone service and radio and TV 
relay stations, will be established and enlarged. Municipal and human 
services will be emphasized, as evidenced by the planning of sewer and water 
networks and government offices for regional centers. Likewise, more health 
care centers and hospitals are planned. Agricultural development has been 
encouraged not only by expanding services to rural areas but through the 
building of dams and irrigation schemes, such as that of Al Hasa, and the 
establishment of agricultural research centers. 


LABOR 


To make the transition from a single-export, developing country to a modern 
industrial state, Saudi Arabia must overcome the limitations imposed by the 
small size of its imiigenous labor force. In the past, as a temporary 
measure, the Government countenanced the use of foreign workers, am at 
present non-Saudi workers are estimated officially at 1 million, although 
unofficial estimates run considerably higher. For the future, the Kingdom 
is relying upm an extensive educational and vocational development 
program. Thus while the need for primary amd secondary schools has, for the 
most part, been met, vocational and technical training centers and 
universities are being built and expanded throughout the country. However, 
despite the looming demand for large numbers of technical school graduates, 
the small population base, a traditional preference for government and 
private sector management positions, and the surfeit of opportunity have 
kept enrollment in vocational amd technical institutes below desired 
levels. Nonetheless, the Saudi Government is pushing ahead with its plans, 
confident it can staff the new petrochemical centers with technicians from 
abroad until Saudis are found to fill the jobs. 


Employment of foreign workers is being monitored more carefully to control 
their numbers, to restrict their ability to change employers, and to 
minimize the presence of those here illegally. Increasingly, foreigners 
working in Saudi Arabia are finding it difficult to bring their dependents. 
In an effort to reduce the impact of the foreign presence on Saudi society 
without reducing the number of workers, the Government has limited issuance 
of visas for dependents of workers below the management level. 


Despite the shortage of qualified labor, traditional limitations on the role 
of women in the labor force persist. Although the matter is being studied 
with an eye toward expanding the role of women consistent with Islamic and 
Saudi precepts, change will occur slowly. 


SCIENCE AND TECHNOLOGY 


Saudi Arabia has a growing reservoir of scientific and technical talent bent 
on using the Kingdom's wealth and unique environment and geology to make the 
country a center of applied research. The Saudi-Sudanese Red Sea Commission 
is carrying out state-of-the-art seabed mining programs. Solar energy 
research and desalination engineering, recently linked in a_ successful 
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Mobil-Tyco experiment, are making excellent use of the natural laboratory 
offered by the Kingdom. Geological surveys, arid land use studies and 
environmental monitoring are other areas where Saudi scientists and Saudi 
funds have teamed up with foreign talent to expand the horizons of 
scientific knowledge. 


Further evidence of Saudi Arabia's commitment to. scientific and 
technological research is provided by plans to construct a 0S$3 billion 
National Center for Science and Technology near Riyadh. 


IMPLICATIONS FOR THE UNITED STATES 


The importance of a politically stable, well-disposed Saudi Arabia cannot be 
overstated. As the world's largest exporter of crude oil, and the source of 
roughly 20 percent of US imports (and an even greater amount of OECD), the 
oil production amd pricing policies of Saudi Arabia more and more determine 
the health of the Western industrial economies. Beyond its role as a major 
petroleum producer and a moderate leader of OPEC, Saudi Arabia, with foreign 
currency reserves of more than $100 billion, has become a major source of 
funds for Western governments, loans and grants for lesser developed 
countries and a major market for just about every type of capital and 
consumer good. The Kingdom's conservative investment policies and growing 
role in internatical lending institutions, exemplified by a recent US$10 
billim loan to the International Monetary Fund and a sizable increase in 
Saudi Arabia'sIMF quota, have been’ instrumental in_ strengthening 
international financial institutions and rectifying the imbalances resulting 
from the large capital transfers caused by higher oil prices. Aside from 
its economic leadership, Saudi Arabia's diplomatic amd humanitarian 
initiatives have worked to promote political stability and to relieve human 
suffering in a geopolitically important region. The frequency with which 
Saudi policies, imniependently formulated and motivated by self-interest, 
coincide with those of the West in general, amd the United States in 
particular, is remarkable. 


In 1981, total Saudi imports are expected to grow to  vUS$40 billion. Of 
this amount, roughly 20 percent, or $8 billion, will be from the United 
States, making Saudi Arabia the largest American market in the Middle East. 
U.S. suppliers of goods am services, however, face increasingly stiff 
competition from European and Asian countries and much tougher contract 
terms from Saudi tendering agencies, challenges amplified by the resurgence 
of the dollar. 


The Saudi Government, the country's principal import catalyst, has begun to 
adjust its spending patterns in line with the priorities promulgated in the 
third 5-year development plan. Although infrastructure allocations remain 
substantial, their declining share of total investment in favor of the 
"productive" sectors should broaden opportunities for American firms in 
areas where they enjoy a competitive advantage. 
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Construction, the Kingdom's largest economic activity, will grow at a slower 
rate than during the 1975-80 building boom,increasing competition among 
foreign contractors whose share of the Kingdom's construction activity grew 
from 46 percent in 1976 to 53 percent in 1979. This trend is now beginning 
to shift in keeping with government policies favoring Saudi contractors. 
Awards for road construction and maintenance, for example, are now given to 
local firms, and large turnkey contracts are being split to encourage Saudi 
participation. In recent years, U.S. firms have seen their share of 
construction awards decline, due to cost and other’ competitive 
disadvantages. They are, however, in an excellent position to capitalize on 
their experience and expertise in related service areas-—-such as design, 
engineering, construction management and supervision, plant startup, and 
operations and maintenance. The very large and specialized firms, moreover, 
should remain competitive in larger amd highly technical contracts, as 
exemplified by Litton's US$1.6 billion national communications system 
contract. 


Over the next few years, project requirements for the industrial cities of 
Jubail on the Gulf, and Yanbu on the Red Sea, will provide multimillion 
dollar markets for suppliers of virtually every type of equipment ard 
service. The massive petrochemical complexes offer excellent opportunities 
for suppliers of pressure vessels, compressors, heat exchangers, pumps, 
valves, control systems, pollution control devices, and a host of 
specialized ancillary services. Private foreign investment in joint venture 
with Saudi firms is being encouraged through generous incentives, which 


include up to 50-percent financing at nominal interest rates. 


Agriculture and water are important to Saudi Arabia's overall scheme of 
development. In agriculture, heavy government subsidies for just about 
every input from lam to farm machinery coupled with high price guarantees, 
have stirred the interest of several trading companies looking for 
investment outlets. Suppliers of agricultural machinery, irrigation 
equipment, and arid land use _ technology should not’. overlook’ the 
profitpotential of a joint venture with an experienced local company. In 
the water desalination field, the Kingdom's growing array of desalination 
plants for supplying water am electricity to urban areas on the Gulf and 
the Red Sea will be supplemented by new seawater treatment plants, pipelines 
and pumping stations to supply water to Makkah, Taif, the Assir region, 
Tabuk, Qassim and Hail. U.S. suppliers of municipal water distribution and 
sewage treatment equipment should also fare well in the Saudi market. 


The emphasis on manpower development in Saudi planning is reflected in the 
UIS$7.39 billion allocation for education and training in the 1981/82 
budget. Planned expansion and improvement of the Saudi educational system 
presents a myriad of opportunities for U.S. suppliers of teaching aids, 
classroom furnishings, and educational consulting services. To complete the 
network of training facilities started in the previous plan period under the 
"Votrakon" program, 2 new prevocational centers, 10 vocational training 
centers, amd 3 on-the-job training centers will be constructed by 1985. 
With the active support of the new Public Organization for Technical 
Education and Vocational Training, Saudi industry is also participating in 
expanding the pool of trained Saudi labor by instituting company vocational 
training programs. 





Improved health care and expanded: medical facilites for its citizens will 
remain among the highest of the Kingdom's priorities, Under the Ministry of 
Health's planned expenditures of US$2.1 billion for 1981/82, 9 new 
hospitals, /including a 500-bed hospital in Damman/, 2 health institutes for 
the training of health technicians and assistants, and extensions to 
hospitals in Tabuk, Al Jawf, and Arar will be constructed. Even larger sums 
will be spent by the Ministries of Interior, Defense, and Aviation and the 
Saudi Arabian National Guard in acquiring comprehensive medical service. 
Along with private clinics and hospitals, these projected government medical 
facilities offer substantial sales opportunities for U.S. suppliers of 
medical instruments, diagnostic equipment, hospital supplies, and management 
services. 


Electricity is another important element in the Kingdom's economic 
development program; $16 billion have been allocated to expand Saudi 
Arabia's generating capacity and distribution network during the next 5-year 
plan. This program will provide excellent opportunities for U.S. suppliers 
of a variety of industrial, commercial, and household electrial products, 
from heavy industrial generators to consumer appliances. 


Other major markets are developing in the fields of communications and 
computer science. Major projects include the expansion of the satellite 
telecommunicatios and microwave systems, which will generate opportunties 
for suppliers of electrmic measuring instruments, transmission systems, 
telephone equipment, and related engineering, maintenance and support 
services. The Saudi market for computers has doubled over the past 2 
years. Significant purchases of minicomputers are already in evidence, 
although a major market for medium- amd large-sized main frames is unlikely 
to develop until the mid-1980's. 


With the phenomenal growth of the Saudi economy over the past 7 years, 
operations and maintenance requirements have grown accordingly. Highways, 
ports, airports, and buildings constructed in haste and subject to heavy use 
in a harsh environment are in need of repair and modernization. Firms 
combining Western management with third world labor stand an excellent 
chance of success in this field. 


The rising standard of living among Saudi nationals and the purchasing power 
of the expatriate community have increased demand for foodstuffs in general 
and for high quality products in particular. Thanks to their reputation for 
high quality, U.S. suppliers of meat amd canned vegetables with established 
brand names have excellent prospects. 


Saudi Arabia offers manufacturers of U.S. consumer products a rapidly 
expanding but increasingly competitive market. Total sales to Saudi Arabia 
of electonic devices, home appliances, recreational equipment, clothing, 
furniture, etc., have grown substantially, but the U.S.share has barely kept 
pace. However, the growth potential for the entire gamut of consumer 
products remains great for those firms able to hold their own in this 
price-conscious market. 





American firms interested in exploring the Saudi market should prepare 
themselves well before taking the plunge. The boom years of the 
mid-seventies have given way to a more sophisticated market marked by its 
competitiveness. Close government monitoring of contracts, segmentation of 
larger projects and the presence of sales personnel from all corners of the 
earth have lowered prices amd profit margins. A joint venture with a 
carefully selected local partner is the preferred, and sometimes the only, 
way to gain access to Saudi Arabia. 


A less sanguine element is the perception that growth of the U.S. market 
share is being inhibited by U.S. tax laws, antiboycott regulations and the 
Foreign Corrupt Practices Act. These laws are criticized for their 
complexity and their tendency to discourage individuals and firms 
contemplating commercial activity abroad. Recent U.S. efforts to use trade as 
a political weapon have raised doubts as to America's reliability as a 
supplier. Similarly, perceived American reluctance to transfer technology 
and obstacles to Arab investment in the United States have encouraged Saudi 
buyers to explore alternative sources of supply. So, while Saudi Arabia 
offers almost unlimited opportunity, American suppliers must not grow 
complacent. 





You might be, if you don’t have current, up-to-date in- 

ARE formation on the countries to which you are marketing. 
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offer country-by-country reports with the information 
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countries offering good potential as sales outlets for 
US. goods. You'll find information on: 


@ trade patterns @ transportation 

@ industry trends @ trade regulations 

@ distribution channels © market prospects for 

@ natural resources selected U.S. products 

@ population @ finances and the 
economy 


The OBR World Trade Outlook Series gives you a 


twice-a-year analysis of U.S. export prospects to all 
major trading companies. 


Foreign Economic Trends and their 
Implications for the United States 


focus closely on current economic developments and 
trends in 130 countries. This series is essential for 
analyzing new elements and trends to help you plan 
and evaluate your commercial or investment programs 
overseas. Each report: 
@ is prepared on the scene by U.S. Foreign Service 
and Foreign Commercial Service 
@ pinpoints the economic and financial conditions of 
the country, and how they could affect U.S. 
overseas business 
@ describes the principal influence of current condi- 
tions and future trends on the economy 


Use the order form below to start your subscription to 
both series today. 
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